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Scope  of  thb  CoMMiXTeE:s  Jurisdiction. 

When  the  Association  met  in  convention  in  San  Francisco  in 
1915,  two  committees  had  to  do  with  the  subject  of  railroad  valua- 
tions; a  standing  committee  on  '"Railroad  Taxes,  and  Plans  for 
Ascertaining  Fair' Valuation  of  Railroad  Property,"  and  a  Physical 
Valuation  Committee,  which  had  to  do  with  the  special  proWeSs 
growing  out  of  the  federal  appraisal  of  commoa  carrie?  prof^rtSs 
under  the  Valuation  Act  of  March  1,  1913.  At  the  San  FranciJo 
convention  the  Associatidn  recognized  that  the  duties  a„d  w^^^^^^^ 

i/jlrnr?         —  »>y't»>e  process  of  transforming 

railroad  commissions  into  public  sewrice  commissions.  Therefore 
the  two  valuation  conynittees  were  in  effect  consolidated,  and  the 

^^!"firH  *^°™fP'"^  on  Valuation  provided  for,  with  duties 
relating  i>oth  to  railroads  and  public  utilities.     Ever  since  the 

f^?.^lJ-?T^"?  "^^^  named  the  federal  appraisal  has  been  in 
W  i^""*^  fohnative  stage,  and  therefore  the  work  of  the  Committee 
ha^  been  entirely  ,  directed  to  the  subject  matter  of  the  valuation 

The  INTEREST  OF  THE  STATE  COMMISSIONS  IN  THE  APPRAISAL 

FcM'.-many  years  this  Association  urged  Congress  to  undertake 

Such  an  appraisal 

has  been  provided  for  under  Congressional  authority,  and  £  now 
being  made.  At  every  convention  of  the  Association  since  the  ap- 
praisal began  a  sentiment  has  been  strongly  voiced  for  a  more  ao 
tive  participation  by  the  state  commissions  in  the"  valuation  than 

tl^r'  'Tl^  ^V^  P^^^'^^'y  ""^^       principal  part  of 

the  work  had  been  done.   This  sentiment,  grew  out  of  a  eonviction 
as  to  the  nature  of  the  underlying  duty  of  the  state  comSS 
and  an  insight  into  tue  possibilities  for  evil  which  a  perfunctory  or 
ex  parte  appraisal  might  bring  upon  the  states  separately  and'  aS- 
a  collective  national  unit,  based  upon  an  experience  in  l8cal  rail- 
road valuations  which  indicated  that  there  was  an  imperative  neces- 
sity for  active  representation  on  behalf  of  the  public.   Whether  the 
duty  oi  the  state  commissions  is  statutory  or  not,  there  is  a  prac- 
tical and  necessary  call  for  them  to  interest  themselves  earnestly 
in  the  federal  appraisal  to  perform  the  full  service  to  their  com- 
monwealths which  their  constituents  have  the  right  to  demami 
This  Association  has  taken  it  as  self-evident  that  manv  important 
qiiestions,  with  grave  results  arid  enormous  sums  involved,  wiU 
go  before  the  federal  Commission  without  full  statement  of  the 
claims  of  the  general  public  interest  unless  the  state  commis^ions 
are  heard.  A  number  of  these  questions  of  fundamental  princinie^ 
have  already  been  fully  argued  before  the  Commission  bv  the  mem- 
bers of  this  Committee  and  its  representatives.    This  assnmotion 
IS  based  on  iio  spint  of  hMtility  to  the  carriers,  and  manifests  no 
distrust  of  the  industry,  high  ideals,  and  intelligence  of  the  Inter- 
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State  Commerce  Commisi&ioji  or  its  employees.  The  state  commis- 
sions have  nothing  to  ask  but  that  the  facts  be  found,  the  whole 
facts,  and  nothing  but  the  facts,  and  believe  that  nothing  dan  be 
taken  as  an  established  fact  which  will  not  be  strengthened  as  a 
finding  if  it  first  be  successfully  maintained  as  against  critical 
analysis  from  opposing  points  of  view.  This  analysis,  if  it  is  to  be 
constructive,  must  be  made  while  the;  work  pragresses,  and  before 
the  >;'esults  s^e  in  fixed^  f prm. 

Basis  i^s  THS  iNVSussv  ot  ths  jStatss  ani}  ths  Stats  Commi&> 

SIONS. 

It  ^  tmnecessaiy  to  recapitulate  the  reasons  which  nave  bten 
well  stated  at  preidons  convoations  of  this  Association  on  many 
occasions.  Tfie  consMsus  of  opinion  is  that^in  ultimate  and.legsd 
effect^  if  not  in  ncmiinal  and  immediate  result,  the  federal  valua- 
tion will  be  the  touchstone  whereby  t6  test  the  lawfulness  of  all 
railrda^l  rate  systems,  state  or:  intersl^e.  -  The  states  will  be 
bound  directly  as  to  the  whole  fabric  ot  inteciltate;.  rates  by -which 
the  state's  commerce  is  governed,  and  will  be  bound  iiufirectly 
as  to  the  whole  interwoven  intrastate  rate  structiitc  through  the 
application  of  constitutional  principles  wtiich  have,  recently  be- 
come familiar.  The  findings  doubtless  will  b6  controlling  in  issues 
which. are  entirely  beyond  the  present  scope  of  the  proceedings, 
and  which  cannot  now  be  foreseen.  The  possible*  event  of  govern- 
mental acquisition  of  the  instrumentalities  of  con^nerce  suggests 
itself.  It  will  be  difficult  for  the  commission  of  any  state  to  con- 
vince its  own  constituents  that  the  appraisal — mad^  after  the  ex- 
penditure of  millions  of  money  and  years  of  time,  with  all  the 
authority  of  the  national  government  behind  it,  after  notice  to 
the  state  and  hearing  of  its  objections— is  wrong  and  the  local 
commission  holding  different  opinions  is  right. 

That  there  will  be  a  marked  effect  upon  publi.c  service  corpora- 
tion $nance  goes  without  saying.  Already  certain  of  the  carriers 
bave  evinced  great  timidity  lest  the  tentative  findings  of  valuation 
hiade  by  the  Commission  should  become  public  property  and  should 
be  "nlisunderstood"  by  the  investing  public,  whereby  the  credit 
of  the  carriers  should  be  needlessly  impaired.  On  the  other  hand>  a 
fatumalia  in  the  market  would  follow  the  adoption  of  some  of  the 
Slaimi?  of  the  carriers,  and  no  one  could  object  that  the  proceedli^s 
ti^cfc  not  even  in  jifood  taste. 

•  W^ien  the  princi|des  applicable  are  dictertiiined  they  will  largely 
control  analogous  cases  with  respect  to  other  public  utilities  than 
^ose  within^  scope  of  the  Act  to  Regulate  Commerce,  with  which 
^ybe  state  commissions  hai^  everything  to  do.  The  state  commis- 
moQB  may  therefore  ind  tpo  laite  that  tiie  valuation  principles  are 
effectuMly  settled  lor  ^ein  in  all  mattery  which  relate  to  purely 
state  commerce,  and  without  their  being  heai^  except  as  they  vtnci 
their  vie#s  in  the  present  proceedings. 


ll!fSfttmSSnQfi$  GlV^W  XHfi  VAI.UAX10N  CouMosaSBx^ 


The  San  Francisco  convention  took  definite  action  for  the  con- 
linual  representation  of  the  states  at  Washington  during  the  ap- 
praisal, but  only  alter  the  subject  had  been  brought  before  the 
Association  and  its  various  committees  year  after  year,  and  the 
necessity  had  been  so  clearly  shown  that  the  vote  was  unanimous 
as  to  what  should  be  done.  Representation  during  the  appraisal 
was  so  strongly  deemed  advisable  at  a  conference  held  at  Chicago 
in  May,  1915,  participated  in  by  twelve  state  commissions,  that  by 
unanimous  action  a  committee  was  appointed  to  consider  the  mat- 
ter further,  to  arrange  for  funds,  etc.  A  conference  at  Washington 
held  later  in  the  same  month,  having  to  do  directly  with  the  federal 
valuation,  (kiepened  the  sentimrat ;  and  the  fifteen  states  participat- 
ing were  again  unanimous  as  to  the  necessity  for  representatives  of 
the  states  being  continually  in  touch  with  the  situation  at  Wash- 
'  ington,  ib  order  that  the  states  might  at  all  times  be  informed,  and 
that  their  interests  might  be  safeguarded.  The  extremely  thorough 
organization  develop^  by  the  carriers  ^rved  to  emphaaze  the 
need.  The  special  committee  of  five  reporting  to  the  last  conven- 
tion of  this  Association  on  the  federal  appraisal  most  strongly 
urged  this  course,  and  stated  that  its  recommendation  was  un- 
animously ^approved  by  the  Executive  CiMnmittec  of  the  Associa- 
tion" A  special  committee  of  ten  (nine  of  whcnn  acted  in  the 
investigation)  canvassed  the  situation  carefully  duriii^  thjB  Sari 
r  rancisco  convention,  and  its  unanimous  report  was  in  faxor  of  thte 
establishment  of  representation  in  Washington.  ..Th*  proposition 
was  then  long  and  carefully  debated  before  the  cpnventicmr  and^  as 
the  result,  the  Association  unanimously  adopted  the  foilowilig 
resolution : 

"That  the  several  states  should  be  represented  by  coimsd  at  Ae  Iwaria^ 
to  be  hdd  befwe  tiie  Interstate  Comnerce  Commission  on  questions  relatmg 
to  the  valuation  of  ndlroads,  and  tiial  tte  G>mmittee  on  Valuation  should 
be  authorized  to  secure  funds,  employ  counsel  and  other  employes,  if  neces- 
sary, and  to  do  any  and  all  things  which- will  enable  the  states  to  assist  the 
Interstate  Commerce  Commission  in  reaching  a  fair  and  iust  conclusion  in 
this  most  important  matter.  The  counsel  to  be  selected  by  the  Vahutkm 
Committee  shall  be  free  to  take  audi  poskiaa  on  issues  before  tb/t  Com- 
nussi<m  as  shall  to  him  seem  wise  and  jiMt  No  posttiofi  taSm  by  said 
counsel  shaU  be  interacted  or  used  as  an  estoppel  on  any  member  of  this 
organizatira  from  taking  such  position  as  shall  be  deemed  right  by  such 
nllw»nber  in  any  court  or  commissioii,  state  or  federal,  at  this  time  or  any 
future  time.  Each  commission  retains  full  authority'  to  be  represented  in 
any  and  all, hearings  relative  to  the  national  appraisal,  as  it  maj; dcrirc^^md 
to  take  any  position  on  any  issue  wUdi  may  seem  right  to  said  Qwimiiwnn, 

About  twenty  states  showed  thiir  eamestaess  of  purpose  by  mak- 
ing definite  pledges  runmiig  foi^  two  years  for  Ae  support  of  the 
work  the  Co«im«ee  was  directed     ui^  other  states  have 

since  the  convention  made  sinilaF  pledges ;  mnA  others  lunre-expfessei 

their  good  will  and  tendered  their  support 
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Stbps  Taken  by  the  Committee  m  the  Carrying  Oot  of  the. 

Association's  lNSTttucTioN& 

This  Committee  has  obeyed  the  instructions  given  it  by  the  de- 
liberate and  unaninvotis  determination  of  the  Association,  it  has 
been  taken  as  settled  that  in  the  judgment  of  the  state  commissions 
they  '*have  as  vital  an  mterest  in  the  valuations  now  being  made  as 
the  federal  commission,"  (Report  of  Physical  Valuation  Committee, 
1915  contention,  proceedings,  p.  385).  The  Committee  has  taken 
its^grant  of  power  as  a  mandate  that  the  authorit}^  conferred  should 
be  exercised  with  vigor  and  a  serious  purpose;  and  to  that  end  the 
m.embers  of  this  Committee  have  given  their  best  thought  and 
efforts.  As  will  appear  later  in  this  report,  they  have  held  sessions 
aggregatini^  several  weeks  of  time,  have  participated  in  hearings 
before  the  Commission  and  the  Division  of  Valuation,  and  have  pre- 
pared briefs  and  arguments  when  the  public  interest  required,  and 
have  emploved  counsel  and  now  maintain  representation  in  Wash- 
ington for  the  purposes  specified  in  the  Association's  instructions,  to 
render  assistance  to  the  Interstate  Commerce  Commission  and  lo 
the  states,  and  to  see  that  the  ri<^hts  of  the  states  are  safeguarded. 
The  Committee's  plans  and  expectations  have  been  curtailed  for 
financial  reasons;  and  the  Committee  realizes  fully  there  is  oppor- 
tunitv  for  a  srreater  service  than  it  has  been  able  to  perform.  Yet 
the  Committee  "is  convince  that  the  progress  already  made  has  full}" 
jnstitied  the  course  the  Association  has  followed. 

UHPK^ABKimess      Many  Stasrs  Commissions. 

.  Msay  state  ccrnimissions,  earnestly  desirous  of  safeguarding  the 
interests  of  tibdr  states,  now  find  themselves  witiiout  either  the 
i^perience  or  the  administrative  machinery  necessary  to  enable  them 
to  cope  with  the  situation  presented  by  the  appraisals  as  th^  reach 
completion.  In  practice  such  cortmiissions  are  excluded  from  effec- 
tive participation  in  the  appraisal,  both  by  the  brevity  of  the  time 
for  protest  allowed  by  law  and  by  the  prohibitive  expense  and  prac- 
tical impossibility  of  organizing  a  corps  of  experts  upon  such  short 
notice.  These  states  must  perforce  practically  let  their  interests 
in  the  federal  appraisal  go  by  default,  except  for  such  assistance  as 
may  be  rendered  in  a  spirit  of  comity  by  sister  states  actinj^ 
throui^h  this  Committee.  The  federal  appraisal  ought  not  to  be 
permitted  to  go  by  default  by  any  state;  and  the  Committee,  recog- 
nizing that  fact,  has  tendered  its  good  offices  to  every  state  com- 
mission in  which  valuations  have  been  matured,  and  has  ren- 
dered and  w^ill  render  all  oossible  assistarnre  to  such  state  commis- 
ions  as  may  desire  or  will  receive  it,  in  the  way  of  advice  as  to 
matters  of  general  policy  or  specific  facts  or  principles.  This 
tender  is  made  to  all  the  states  alike,  whether  contributors  to  the 
support  of  the  Committee  or  not.  It  is  gratifying  to  l)e  able  to  re- 
port that  a  spirit  of  cooperation  has  generally  been  found  to  exist; 
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and  the  fostering  of  this  spirit  and  the^  patting  of  it  into  [iracticaX 
effect  this  Coitouttee  ccmcdves  to  t)e  one  oi  its  chief  duties. 

HSAKiNGS  meom  ths  Commission. 

Whetuthe  present  Committee  was  appointed,  an  extended  hearing 
had  alrcfady  been  held,  before  the  Commission  on  certain  of  the 
fundamental  principles  involved  in  the  valuation  proceedings,  in 
which  the  carriers  had  been  strongly  represented  and  had  filed  a 
full  and  able  written  argument.  Upon  its  appointment  this  Com- 
mittee sought  and  obtained  from  the  Commission  the  opportunity, 
to  be  heard  orally  upon  these  fundamental  questions,  with  leave  for 
the  states  to  file  briefs.  A  preliminary  conference  of  members  of 
the  Commitfee  was  held  and  preparations  were  made  for  the  presen- 
tation of  the  issue  from  the  standpoint  of  the  states.  A  brief  was 
prepared  and  filed  by  the  Committee  (credit  for  which  is  chiefly  due 
to  Commissioner  Henshaw,  of  Oklahoma),  and  in  addition,  the 
•commissions  of  the  states  of  Califoruia,  Kansas,  Minnesota,  and 
Oregon — all  of  which  were  represented  on  the  Committee — filed 
briefs  in  their  own  behalf.  On  January  26  to  28,  inclusive,  oral 
arguments  were  held  before  the  full  Commission,  upon  the  funda- 
mentals in  the  appraisal.  Arguments  were  made  by  members  of 
the  Committee,  and  by  Hon.  A.  E.  Helm,  Cornmerce  Counsel  of 
the  Kansas  Commission,  upon  the  following  topics,  generally  stated: 

Mr,  Thelcn:  The  construction  of  the  Valuation  Act,  particularlv 
with  reference  to  the  ascertainment  of.  an  ultimate  sum  as  repre-' 
senting  the  value  of  the  prq^rty;  ^ds^  giits,  giants  9od  doa^Xiami 
and  intangible  values. 

Mr.  Helm :  Ascertainment  of  original  cost  to  date;  ^nd  prmdples 
governing  land  values. 

Mr.  Nlles :  Meaning  of  tiiie  reqmrement  for  aseertauiini^  of  die 
cost  of  reproduction  less  depreciation. 

Mr.  Aitchison :  Importance  of  ascertaining  and  statiiig  investm^ 
in  operating  property  constructed  out  of  surplus  earnings,  deprecia- 
tion reserves,  etc. 

Mr.  Shaw  :  Treatment  of  solidification  and  adaptation  in  ascer- 
tainment of  grading  quantities, 

Mr.  Bristow:  Construction  of  the  Valuation  Acf,  as  to  asc^r 
tainment  of  a  final  value. 

Mr.  Elmqnist:  Purpose  of  the  Valuation  Act;  property  to  be 
included;  and  a  rational  and  reasonable  theory  of  reproduction 
new. 

The  argument  was  concluded,  after  answer  by  the  carriers,  bv 

Mr.  Thelen. 

Copies  of  the  various  briefs  filed  and  of  the  transcript  of  the 
proceedings  before  the  Commission  upon  the  oral  argument  were 
sent  the  various  state  commissions  at  the  time,  and  further  comment 

nlav  be  omitted. 

The  Committee  has  twice  since  the  January  hearing  participated 
in  conlerelkes  of  a  rather  formal  nature  before  the  Division  ..erf 
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Valuation.  On  May  26  the  Division  of  Valuation  submitted  for 
consideration  and  criticism  the  reports  of  its  Accounting,  En^ncer- 
ing  and  Land  Sections  upon  the  properties  of  the  Texas  Midland 
Railroad.  At  this  conference  representatives  of  the  Texas  Comniis- 
sion  appeared  in  its  behalf  am  Mr.  Aitchison  appeared  as  Solici- 
tor for  the  Valuation  Ccmmittee.  On  June  19  to  22,  inclusive, 
conferences  were  held  as  t&  the  reports  of  the  various  Sections  of 
the  Division  of  Valuation  upon  the  Atlanta,  Birmingham  &  Atlantic, 
the  Norfolk  Southern,  and  the  Kansas  City  Southern  systems. 
These  conferences  were  participated  in  by  representatives  of  the 
states  of  Virginia  and  Kansas,  and  by  all  members  of  the  Valua- 
tion Committee  who  could  attend.  The  importance  of  a  full  dis- 
cussion of  the  results  q£  the  policy  of  the  Division 
applied  in  these  first  cases  is  immediately  apparent.  As  the  carriers 
were  strongly  and  numerously  represented  the  frank,  full,  and 
somewhat  inform^  discussion  between  their  representatives,  the 
state  commissions,  A?d  the  Division  of  Valuation  at  least  developed 
the  issues  and  d^noi^trated  their  importance. 

IS/stjaoMBMSsn  ol?  Buksau  At  Washxngyon. 

It  was  the  unanimous  conclusion  of  the  Committee,  after  the 
argument  before  thfe  Commission  in  January,  that  it  was  unwise  fur- 
ther to  delay  arranging  for  a  continuous  representation  on  behalf 
of  the  states  at  Washington  during  the  appraisal.  The  subj^ 
was  thoroughly  canvassed;  and  in  reaching  this  conclusion,  the 
comimttee  was  aiikd  by  the  advice  of  a  number  of  otiier  members 
of  the  Association  who  were  in  attendance  upon  the  argument 
The  proposition  had  the  hearty  encouragement  of  the  Chs^rman  of 
the  Interstate  Commerce  Commission  itself,  and  of  the  Director  and 
members  of  the  Advisory  Board  of  the  Division  of  Valuation. 
This  Cothmittee,  therefore,  deemed  it  to  be  its  plain  duty  to  piOr 
vide  such  representation.  The  remaining  members  of  the  Commi^ 
decided  to  ask  Mr.  Aitchison,  Chairman  of  the  Oregon  Commu»UMi, 
to  leave  his  work  in  that  state  and  to  become  the  solicitor  for 
the  Committee  and  its  Washington  representative.  The  Cqm^ 
mittee's  call  was  respected,  and  Mr.  Aitchison  retired  from  the 
Oregon  Commission,  and,  since  the  establishment  of  the  Wash- 
ington bureau  early  in  May,  1916,  has  devoted  his  entire  time  to 
the  service  of  the  state  commissions  in  connection  with  federal 
valuation  matters.  .  , 

It  happened  that  practically  at  the  same  time  the  Committee  s 
representation  was  estabUshed  at  Washington,  the  Division  of 
Valuation  completed  its  work  in  the  first  series  of  valuations  under- 
taken by  it.  Copies  of  the  engineering,  land  and  accounting  reports 
(as  far  as  they  were  completed)  were  transmitted  to  the  interested 
state  commissions  and  to  the  carriers,  and  made  available  to  the 
Valuation  Committee.  Conferences  were  called  before  the  Direc- 
tor and  Members  of  the  Advisory  and  Engineering  Boards,  with 
respect  to  the  nfont^  9^  has  already  hosa  stated.    As  careful 


analyses  in^re  made  of  Ae  reports  as  time  would  permit,  and  a 
number  of  conferences  have  been  held  between  the  Solicitor  of  the 
Committed ^nd  representatives  of  the  state  commissions  interested, 
both  in  Washington  and  elsewhere.   The  Committee  through  its 
Solicitor  has  taken  the  lead  in  get^  interested  state  commis- 
sions into  conference,  for  the  purpose  of  careful  analysis  of  the 
valuation  situation.   A  number  of  properties  have  been  inspected 
with  the  state  commissions  and  their  engineiers.  Typical  field  notes 
prepared  by  the  federal  engineers^  have  been  checked  and  beld 
parties  visited  to  obtain  first  hand  inforinattion  as  to  the  manner 
in  which  the  work  is  being  done.    There  have  l?een  dailv  disr 
cussions  with  officers  or  employees  of  the  Commission  concerning, 
features  of  the  work  which  affected  the  states,  either  In  respect 
to  matters  of  policy  in  respect  to  the  appraisal,  or  as  to  adnunis^ 
trative  features  of  the  undertaking  calculated  to  make  the  work  of 
the  federal  authorities  more  accessible  and  useful  to  the  state  com- 
missions for  their  own  particular  and  local  purposes.    A  numbef 
of  special  studies  have  been  undertaken  as  to  various  important 
subjects  of  general  application,  and  a  large  amount  of  unit  cost 
(lata  has  been  assembled,  supplied  by  the  engineering  departments 
of  various  commissions,  which  the  Committee  hopes  to  be  able 
to  amplify  and  coordinate,  and  then  make  available  for  the  gen- ' 
eral  use  of  the  state  commissions.    The  Washington  Bureau  has  at 
all  times  kept  each  member  of  the  Valuation  Committee  fully 
advised  as  to  the  status  of  the  work  and  the  various  problems 
which  have  come  up,  and  there  has  been  full  and  free  interchange 
of  ideas  so  that  the  work  of  the  Bureau  and  the  wishes  of  the 
Committee  have  been  entirely  in  harmony.-    Progress  reports  have 
been  sent  to  the  state  commissions  from  time  to  time  and  special  in- 
f  orniafion  supplied  to  ^e  state  commissions  interested  ii^  special  valu- 
ations under  way  or  ileachii^  completioo. 

Finances. 

The  Committee  has  recwved  financial  support  from  the  Commis- 
sions of  the  following  states:  X>^^ 

California,  Florida,  Illinois    Kansas,  Kentucky,  Maine,  Massa-  • 
chusetts,  Minnesota,  Nebraska,  New  Hampshire,  New. York  (Fii«t 
District),  Oklahoma,  Oregon,  Virginia,  and  West  Virginia. 

A  number  of  other  commissions  expressed  a  desire  to  contribute 
to  the  support  of  the  work  of  the  Committee,  but  found  that  their 
local  appropriation  acts  prevented  them  from  aiding  in  the  support  of 
.the  Committee.  Several  commissions  jvhich  found  themselves  in 
this  position  have  indicated  their  intention  to  take  the  matter  up 
with  the  legislatures  in  their  respective  states,  so  that  specific  au- 
thority may  be  given  for  aid  to  the  work  of  this  Committee. 

It  may  be  observed  that  the  Committee  does  not  dififerentiate 
in  the  .service  it  is  attempting  to  render,  as  between  states  which 
are  contributors  to  its  support  and  those  which  are  not 


Ail  funds  of  the  Gommittec  are  expencfed  only  on  warrant's  (frawia 
by  ttie  Solicitor  of  the  Committee,  and  approved  by  the  Cnairman^ 
and' ^  monthly  audit  of  accounts  is  made.  The  financial  records, 
of  th^  Commutee  are  kept  in  duphCate,  one  s6t  by  the  Chairman, 
and  the  other  by  the  Solicitor  ot  the  Committee^  periodically  bal- 
anced- as  against  each  other,  and  are  at  all  times  open  to  the 
inspection  of  any  interested  member  of  the  Association.  At  the 
request  of  tne  v^omnnttee,  the  i^resident  of  the  Association  desig"- 
nated  Mr.  E.  E.  Cone,  statistician  of  the  Corporation  Comjiiission  of 
Virginia,  to  audit  ttie  accounts  of  the  Committee  and  report  to 
the.  Association.  This  audit  has  been  made,  and  Mr.  Cone's  report 
will  be  subniitted  herewith. 

Some  states  which  desired  to  support  the  Committee's  undertak- 
ing were  unable  to  make  a  direct  contribution  of  cash,  but  made 
arrangements  whereby  an  employee  of  the  Committee  was  taken 
on  the  Commission's  payroll  temporarily,  or  continuously  at  a 
small  salary,  and  thereby  the  same  result  was  achieved. 

It  may  not  be  out  ci  place  to  say  that  all  expenses  of  the  members- 
of  the  state  commissions  serving  the  Committee  by  attendance  upon 
hearings,  etc.,  have  been  borne  by  their  respective  conmiissicms; 
and  have  not  been  a  charge  upon  any  funds  of  the  Association. 

The  foregoing  outline,  whUe  brief,  fairly  covers  the  work  of  the 
Committee  in  carryii^  out  its  instructioas  from  the  Association. 
Acknowledgment  should  be  made  by  the  Committee  of  its  appreda- 
tion  of  valued  assistance  rendered  by  Hon.  A«  £.  Helm,  Commerce 
Counsel  of  the  Public  Utilities  Commissioh,  State  of  Kansas,  and 
by  Mr.  D.  F.  Jurgensen,  Chief  Engineer,  Minnesota  Railroad  and 
Warehouse  Q)mmission: 

Issuss  Presentsd  in  TBS  Apfraisai^ 

The  foregoing  statement  of  the  Committee's  work  may  be  supple- 
mented by  a  statement  of  the  more  important  issues  raised  in  the 
appraisal.  There  have  been  no  rulingis  by  the  Interstate  Commerce 
Commission  itself  upon  any  of  the  important  issues  raised  in  the 
appraisal.  The  work  done  by  the  Division  of  Valuation  in  organiza- 
,tion,  in  the  field,  in  pricing,  in  accounting  and  historical  search,  has 
covered  a  wide  territory,  and  has  necessarily  taken  time.  Now 
that  the  work  of  the  Division  is  completed  as  to  certain  railroads, 
the  Commission  will  soon  have  to  pass  upon  controverted  questions 
which  have  arisen,  and  its  determinations  will  control  the  future 
work  of  the  Commission's  forces  unless  reversed  by  the  courts. 

An  Association  of  state  railway  commissioners  recognizes  at 
Once  the  tremendous  importance  of  the  issues  at  stake.  The  creation 
of  this  Committee,  with  the  broad  powers  given  it,  shows  that  the 
members  of  this  Association  are  fully  aware  of  the  gravity  of  the 
the  outcome  of  the  valuation  proceedings.  The  sums  in  dispute 
(laying  aside  values  as  to  which  no  question  could  be  raised)  are 
the  most  huge  which  have  ever  been  submitted  to  a  civil  tribunal 
lor  consideratioa:  and  even  an  admittedlv  low  retiini  on  merely 
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the  disputed  items  involves  sums  so  grealt  that  fihite  tafttum-  iii-^ 
tellect  can  fofm  no  just  concept  of  them.  If  the  extreme'propcm- 
tions  claimed  by  the  carriers  are  adopted,  or  even  a  considl3PW>te 
portion  of  them,  not  only  will  it  hereafter  be  impossible  for  my 
legislative  body,  state  or  federal,  to  prescribe  any  lower  schedule 
of  rates  than  at  present  in  force,  but  the  rate  schedules  now 
<:harged,  fixed  by  the  carriers  themselves,  will  be  >found  to  be  con* 
Jiscatory  of  their  own  property.  The  future  of  regulation  itself  as 
^  solution  of  the  transportation  problems  is  intihiately  connected 
with  the  outcome  of  the  federal  4ppraisal:  if  the  contentions  of 
the  carriers  are  accepted,  regulation  through  legislation  or  by  legis- 
lative authority  will  fail  to  r^ulate,  and  the  quicker  \the  railroad  prop- 
erties are  then  taken  over  by  the  government,  the  cheaper  they 
will  be  acquired  |lnd  the  inevitable  be  satisfied.  To  assist  in  the 
^deavor  to  avert  such  ait  oiitcotne  is  the  lu^  duty  djad  priyilegc 
bi  Hm  AssddaUoii 

It  is^  tvident  that  as  the  results  of  the  riiiiway  appraiskl  arc  mo- 
trientous  iti  their  possibilities  for  good  or  evil,  the  first  prindple  is 
that  the  work  should  be  done  so  thoroughly  that  no  question  will 
remain  open  as  to  its  accuracy  and  justness,  or  else  that  there 
r.hould  be  no  appraisal  at  all.  If  the  appraisal  is  to  be  made  uridpr 
financial  pressure  or  against  a  time  limit,  the  government  afllld 
the  railways  will  not  be  on  even  terms,  and  the  advantages  which 
come  from  unlimited  means,  powerful  organization,  and  years  of 
experience,  will  all  be  with  the  carriers.  If  the  federal  govern- 
ment is  to  achieve  the  desired  result,  neither  time  nor  money  neces- 
sary to  the  end  should  be  stinted.  The  enormity  of  the  task  before 
the  Commission  may  be  judged  from  the  fact  that  its  programVif 
carried  out,  means  as  an  average,  the  appraisal  of  one  operating 
railroad  corporation  with  two  hundred  miles  of  line  and  terminals 
in  addition,  every  working  day  for  five  years.  If  Congress  should 
withhold  the  full  amount  of  necessary  appropriation  to  insure  the 
utmost  thoroughness  in  work,  or  in  effect  hold  a  stop  watch  upon 
the  undertaking,  so  that  the  Commission  and  its  forces  would  be 
consciously  working  under  the  stress  of  haste  to  avoid  Congressional 
censure,  the  results  of  the  appraisal  can  not  be  accepted  by  the 
country  as  satisfactory.   Sudt  a  misti^  in  pc^cy  is  to  be  deprecated. 

Wmftmsn  A  SiN6ue  VAtue  to  m  DitDuasD  a  QintsrtoM  of  Puiut . 

IllHMtVAHCA. 

The  Committee  regards  of  primary  importance  the  question  of 
construction  of  the  Valuation  Act,  as  to  whether -tlie  Commission 
is  directed,  after  investigating  the  three  costs  ^nd  the  history  of 
each  carrier,  to  deduce  a  single  sum  and  to  state  the  same  as 
being  the  value  of  the  property  of  the  railroad,  without  r^erence 
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to  the  purposes  for  which  the  appraisal  was  mack,  and  without 
qualification  of  the  term  value.  Such  a  construction  of  the  Act  has 
seemed  to  the  Committee  to  be  clearly  negatived  by  its  terms; 
and  to  be  contrary  to  the  intention  of  Congress  as  expressed  in 
debates  and  antecedent  history  of  the  movement  for  a  physical 
valuation ,  and,  if  adopted  would  lead  to  inconclusive,  misleading, 
and  confused  results.  Inasmuch  as  the  decisions  of  the  Supreme 
Court  as  to  valuation  are  still  largely  unsettled,  and  the  Valuation 
Act  does  not  contemplate  that  some  important  elements  which  must 
be  tafeen  into  account  in  determining  value  in  a  rate  case  shall  be 
inves^ated  in  the  present  proceedings;  and  because  of  the  loose 
sense  in  which  the  elusive  term  "value"  is  comrapnly  applied  to 
ditfereht  and  repugnant  ideas,  this  Committee  has  consistently 
opposed  a  construction  of  tibe  Act  contended  for  by  the  carriers, 
whidi  would  culminate  in  a  inngle  ultimate  finding  of  the  value 
of  the  property  of  the  carrier,  bas«d  upon  the  principles  which 
would  be  applied  in  a  condemnation  case. 

In  the  tentative  valuations  so  far  served  by  the  Commission  are 
to  be  found  no  ultimate  finding  of  value,  in  the  sense,  contended  for 
by  the  carriers,  but  there  are  findings  of  the  various  elements  of 
value,  stated  separately  and  in  detail  as  in  the  act  required. 

Original  Cost  TO  Date. 

The  Valuation  Act  requires  the  Commission  to  "ascertain  and 
report  in  detail  as  to  each  piece  of  property  owned  or  used"  by 
the  various  common  carriers  for  ^^mon  carrier  purposes,  **the  , 
orig"inal  cost  to  date." 

Regardless  of  the  individual  opinions  of  the  members  of  this  As- 
sociation as  to  the  controlling  effect  of  Original  Cost  to  Date  in 
the  determination  of  value  for  rate  purposes,  it  is  indisputable  that 
it  is  an  element  which  Congress  and  the  Supreme  Court  have  ever 
placed  first  in  the  enumeration  of  matters  which  are  to  be  taken 
into' account  as  criteria  of  value,  and  that  the  mandate  to  the 
CcMSttmssion  to  ascertain  the  fact  stands  unqualified.  Findings  made 
under  the  prpvisions  of  the  Act  are  incomplete  in  so  far  as  thejf  fail 
to  ascertmn  and  report  this  element  of  value. 

It  is  ii0t  denied  Aat  difficulties  often  attend  the  aScertamment  of 
this  important  fact;  and  that  frequently  records  are  absent  so  that 
the  attempt  of  the  accountant  to  state  the  item  from  books  of 
account  is  futile.  Agam,  the  words  Original  Cost  have  been  used 
carelessly  and  w  more  than  one  sense.  But  within  the  meaning 
of  the  Valuation  Act,  Original  Cost  to  Date  can  be  ascertained  and 
reported  within  dose  limits  of  accuracy  in  substantially  ever\^  case ; 
either  itrsm  books  of  account  or  other  reliable  corporate  records  which 
have  withstood  the  scrutiny  of  an  audit  by  governmental  authprity, 
or  by  the  cooperation  of  engineers  and  accountants,  wioffcing  back* 
wards  from  the  inventory  of  the  present  property  to  ^e  price? 
applicable  at  the  various  j^tnes  of  coiistruction,  or  by  a  combina* 
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tion  of  both  methods.  As  an  additional  significant  fact,. a  care- 
ful study  and.  statement  of  the  history  and  organization  of  the 
present  and  of  any  previous  corporations  operating  the  property, 
and  the  detail  of  the  previous  expenditures  of  money,  and  the 
purposes  for  which  expended,  required  by  the  Act  to  be  investigated 
and  reported,  will  develop  the  sacrifice  of  the  present  investors. 

The  Division  of  Valuation  has  stated  that  in  all  cases  where  the 
records  are  available  and  are  apparently  reliable  it  will. ascertain  and 
state  from  such  records  the  total  cost  to  date;  that  it  can  ascertaii^ 
and  state  the  total  cost  of  equipment  and  lands  in  substantially 
every  case.  But  it  has  not  interpreted  the  word  "ascertain"  in  the 
Valuation  Act  as  requiring  an  estimate  of  Original  Cost  where 
records  of  accounts  are  not  to  be  had  or  are  unreliable.  The  con- 
tentions of  this  Committee  have  to  that  extent  been  denied  by 
the  Division  of  Valuation,  and  it  will  be  necessary  ^o  press  the 
point  before  the  Commismon.  It  is  of  interest,  to  note  that  the 
Division  has  stated  that  generally  speakip^  it  is  at  least  aS  prac- 
ticable to  estimate  original  cost  in  the  manner  described  as  it  is 
for  the  ttagiiteers  to  estimate  the  present  cost  of  reproduction — ^if 
anything,  wi^n  smaller  limits  of  crror^and  that  the  Division  ex- 
pects in  Riit>stantiaUy  every  case  to  devdop«  the  hi^iy  of  the 
Investment  of  the  present  owners. 

T^t  case  ol  Original  Cost  to  Date  is  illustrative  of  the  policy 
the  ConunittM  is  endeavoring  to  follow  in  the  interest  of  the  mem- 
bers of  this  Assodatton.  Manifestly  the  Valuatioa  Act  should  recei^ 
such  a  practical  construction  as  will  m^e  its  results  (rf*the  greatest 
possible  utility.  This  Committee  does  not  believe  that  the  presMt 
proceedings  necessarily  or  at  all  involve  the  question  as  to  tiie 
relative  weight  to  be  assigned  the  item  of  Original  Cost  •to  Date, 
when  ascertained,  as  compared  with  the  other  elements  of  value  re- 
quired by  the  Act  to  be  found.  Butnt  is  patent  that  the  Act  does 
require  the  item  of  Original  Cost  to  Date  to  be  ascertained  and' 
reported ;  that  the  situation  is  such  that  the  facts  can  never  here- 
after be  as  well  ascertained  as  now;  that  the  Commission  is 
given  such  latitude  as  to  the  sources  of  its  information  that  this' 
cost  can  in  all  cases  be  estimated  even  if  the  precise  sum  be 
not  susceptible  of  demonstration;  and  that  all  courts  and  commis- 
sions regard  Original  Cost  to  Date  as  significani  or  even  of  greatest 
weight  Whatever  the  views  of  the  Interstate  Commerce  Commis- 
si(m  ftiay  be  as  to  the  weight  to  be  attached  to  the  finding  in  a 
determination  of  the  ultimate  value  for  rate  purposes^  these  con- 
siderations justify  insistence  that  every  reasonable  present  eflPort 
be  made  to  ascertain  and  r^rt  this  cost  figitre  in  order*  that  the 
findings  will  be  of  the  greatest"  use  to  s^e  conM^^  both 
now  and  in  the  future. 

Examinatipn  pf  the  Act  will  show  that  the  .Commission  is  given 
discretion  to  detomine  thk  detailln  which  it  will  report  the  fin^dal 
history  of  the  .  carrier.  This  Committee  has  contended  that  the 
financial  history  is  neces^mly  so  intdrwoven . -mth  the  .iteni  of 
original  cc^t  of  tntangible  itent^  ior  liliich  vdue  is  d^imed  by  the 
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earners,  that  it  is  desirable  that  the  income,  profit  and  loss,  and 
gpaeral  balance  ^eet  accounts  should  be  stated  in  the  report  in  the 
tjpost  itiQ  available  <k^l/  wA  at  periodical  intervals  in  order  that 
thi^  may  be  an  intelligent  ai^4  f  u4  exaininatiOQ  of  the  tlaims  of  the 
carriers  under  the  head  of  deyielopment  costs,  forebome  fair  return, 
aiid  with  respect  to  the  inv^tm^nt  pi  the  proceeds  of  dofiations^ 
bonuses,  surplus  earnings,  and  replacement  pr  depreciation  iuml$. 
Every  *  state  commission  whibh  has  had  a  capitalizcd-4eficit  or  de- 
velopment-cost statement  presented  to  it  by  a  public  utility,  will 
ippreciate  the  importance  of  conserving  this  information  when  (as. 
is  the  case)  the  government's  accountants  have  unexampled  op- 
portunities to  study  the  whole  financial  history  of  the  carrier  and 
its  predecessors.  There  have  been  so  few  rejxirts  submitted  for 
examination  by  the  Accountings  Section  (and  none  since  the  Com- 
mittee's request  was  presented)  that  the  future  policy  of  the  Division 
of  Valuation  in  this  regard  cannot  be  stated.  From  the  experience 
of  regulatory  officers  who  have  had  to  apply  valuations  to  practical 
purposes,  the  failure  to  preserve  this  evidenf;?  Avhen  it  was  obt^mgcl 

or  eould     ha4»  would  be  >iiexplical>le. 

iU|QUaSMltNX$  OS  lp«  ACX  49  'iO  A^C^RXAINMSNT  PK  Va|«U£$. 

lij  addition  to  the  general  requirements  of  the  Valuation  Act  as 
tp  the  asic^rtainment  of  the  three  costs  as  to  each  piece  of  property 
diraed  or  iised  by  the  common  carrier  for  its  purposes  as  a  common 
•carrier  the  loUowipg  specific  duty  i^  cast  upon  the  Cqininissioii : 

"Second.  Sudi  investigation  and  report  shall  state  Jn  detail  and  separately 
imo.  improvements  the  original  cost  of  all  lands,  rights,  of  way,  and  terminals 
owned  or  used  ft>r  the  purposes  of  a  common  carrier,  and  ascertained  as  of 
the  time  of  dedication  to  public  use,  and  the  preseni  value  of  the  same,  and 
separately  the  original  and  present  cost  of  condemnation  and  damages  or  of 
purchase  in  excess  of  stu&  original  co$t  or  present  value. 

Third.  Soch  mves^igation  and  r^rt  shall  show  separately  the  property 
MA  for  purposes  other  than  those  of  a  common  carrier,  and  the  original 
CQ^  and:  present  value  of  the  same*  together  with  an  analys^is  of  the  methods 
employed" 

A  requirement  as  to  the  ascertainment  and  reporting  of  pertinent 
facts  with  respect  to  aids,  gifts,  grants,  and  donations,  will  be  dis- 
^yjS3ed  lat«r  herein. 

The  Act  in  terms  requires  the  present  cost  of  condemnation  and 
damages  or  of  purchase  in  excess  of  present  value  to  l^e  ascertained 
and  stated — a  requircmtot  which  the  subsequent  decision  in  the 
Miimesota  Rate  Cases  demonstrated  was  incapable  of  a  rational 
answer.  The  positi<m  taken  by  the  Division  of  Valuation  (which 
it  followed  in  the  tentative  reports  served  by  the  Commission)  is 
tUfet  even  Congress  ^not  re^jiire  perfQitqance  of  the  impossible. 
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and  therefore  no  speculation  will  be  indulged  in  as  to  the  condem- 
nation or  hold-up  purchase  costs,  or  damages.  Here  the  Division 
finds  itself  in  sharp  conflict  with  the  strongly  urged  claims  of  the 
carriers,  who  seem  for  the  moment  to  have  overlfMked  the  Minne- 
sota decisioflk 

OSIGINAI,  Cost  OF  I«AKD& 

It  will  be  seen  that  the  Act  conrtemplates  the  ascertainment  of 
the  original  cc^  of  the  pperatin?  and  non-carrier  lands,  contrasted 
with  the  present  value.  Original  cost  is  believed  by  tibe  members 
oi  tills  Osinnnttoe  to  be  tlve  strongly  controlling  factor  in  tfie  nltilinate 
determination  as  to  the  wdght  to  be  accorded  land  values  in  a  rate 
case.  Its  views  in  dus  regard  have  been  urged  upon  the  Ccmmission 
— 'Views  virhich  perhaps  more  properly  arise  when  determining  the 
relative  weight  to  be  assigned  different  elements  in  a  rate  case  than 
in  the  present  proceedings.  As  to  these  contentions  the  Commission 
has  expressed  no  opinion. 

There  are  practical  difficulties  In  many  cases  in  determining  the 
original  cost  of  the  present  property,  and  contrasting  it  with  present 
value.  It  is  a  laborious  undertakmg,  which  will  require  the  ex- 
penditure of  money  to  carry  it  through,  and  in  some  cases  the  re- 
quirement cannot  be  met  at  all.  But  as  the  disputed  principles  in 
land  appraisals  involve  sums  aggregating  fully  half  the  outstanding 
nominal  capitalization  of  the  entire  railroad  system  of  the  nation, 
this  Committee  has  urged  that  no  obstacle  not  insuperable  be  per- 
mitted to  prevent  the  most  detailed  and  accurate  statement  of  these 
important  facts.  The  labor  and  expense  involved  are  warranted  \fy 
what  is  at  stake.  Nor  are  the  diflSculties  real  lions  in  the  path. 

Some  of  the  items  of  overhead  expense  included' in  the  orisrinal 
cost  of  lands  are  to  be  apportioned :  some  apportionments  of  original 
cost  must  be  made  when  the  consideration  covers  several  tracts,  or 
the  tract  conveyed  has  been  divided  for  classification  or  other  pur* 
poses,  and  evich^^  de  hors  the  corporation's  records  may  be  neces- 
is^y  to  supply  the  answer.  It  is  not  an  answer,  to  say  tliat  ap- 
jportionments  are  necessary;  modem  accountancy  |^  jnrlsprtidence 
do  not  regard  the  difficulty  of  the,apportik>nment  ol  values  as  an 
excuse  for  faiKi^  to  find  the  hasin  for  a  reasonable  division  of  prop* 
erty  when  necessary  for  rate  purposes  (vide  Minnesota  Rate  Cases). 
More,  difficult  problms  than  this  niust  be  solved  before  the  ap- 
praisal is  done. 

Mfftuosis  PuisuiSP  BY  THE  Dix'isroN  jN  Determining  Present 

Vai,ue  of  Lands. 

• 

The  methods  pursued  by  the  Division  of  Valuation  in  determin- 
ing the  present  value  of  lands  used  for  the  pur])()ses  of  a  common 
carrier  are  well  set  out  in  the  report  upon  the  Norfolk  Southern; 
which  ma^  be  taken  as  typical: 
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"1.  The  appraisers,  by  the  use  of  maps  and  personal  mspection^  became 
acquainted  >Mth  the  country  trav-ersed  by  the  railroad  generally,  and  with 
the  lands  of  the  carrier  and  the  adjoining  and  adjacent  similar  lands,  and 
waiit  a  general  study  qI  real  estate  conditions  in  the  territory. 

"2.  An  examination  and  steady  in  detail  was  made  of  ti|ie  canier^a  lands 
and  the  adjoining  and  adjacent  similar  lands,  and  the  non-carrier  lands  noted. 

"3.   A  copy  of  the  non-carrier  list  was  submitted  to  the  carrier  for  crUkism^ 
and  the  classification  discussed  with  the  carrier's  representatives. 

"4.    Information  from  all  available  sources,  official  and  private,,  including 
assessments,  sale3  and  opinion's,  was  obtained. 

*^5.  Zoiies  of -value  were  established  and  indicated  on  the  maps. 

Final  unit  values  of  tones  w«re  determi^.  This'vahte  is  the  judge- 
ment of  the  appraisers,  based  upM  investiga^qn  and  coifsMeratioB  of  alt 
Stpplicablc  elements  of  value. 

"7  Areas  of  zones  were  ascertained  by  the  computer  and  checked  with 
original  tracings,  and  ar^  in  practically  all  instances,  agreed  upon  witli  ti^e 
carrier. 

*^   The  completed  appraisal  was  checked  amd  assembled,  and  rechecked. 

'Hie  f<dlowing  elements  have  been  considered,  and,  wherever  s^licable; 
allowance  made  therefor;  similarity,  location,  accessibility,  utility,  shape,  size^ 
corner  influence,  highway  influence,  grade,  restrictions,  physical  conditions, 
transportation  facilities,  proximity  to  centres,  character  of  soil,  absorption, 
light,  ;iir  and  ventilation,  and  such  other  elements  as  suggested  themselves 
at  the  time  by  the  conditions  peculiar  to  the  particular  location.  Nothing  has 
been  added  to  the  value  of  the  railroad  lands  on  account  of  special  use  as 
a  continuous  right  of  way,  nor  has  anything  been  added  or  deducted  bedm^ 
of  the  spedsd  use  to  which  the  carrier  lands  are  now  devoted. 

"In  ascertaining  the  value  to  be  applied  as  a  unit  to  the  appraisers'  zones  of 
value,  the  fair  market  value  of  similar  lands  adjoining  or  adjacent  to  the 
carrier's  lands  was  ascertained,  and  the  unit  of  value  of  adjoining  or  ad- 
jacent similar  lands  constituted  the  values  which  were  applied  to  the  zones 
of  the  carrier's  lands. 

*  "Records  of  transfers,  for  the  past  few  years,  of  similar  adjoining  and 
•arfjaccnt  property  were  obtained.   All  available  sales  of  land  located  within 
a  reasonable  distance  were  analyzed.   Of  these  sales,  those  which  .reflected 
Value  in  each  zone  have  been  reported  on  the  field  forms. 

"The  asking  prices  of  adjacent  or  adjoining  similar  lands  offered  for  sale 
were  investigated  and  considered. 

'  "In  analyzing  sales  of  property  inclu^ng  improvements,  the  appraisers 
ascertained  the  value  of  the  Improvements  and  allowance  was  made  therefor. 

••Assessments  of  adj<»nii^  and  adjacent  similar  lands  were  investigated 
and  reported  by  the  appraisers  on  the  field  forms,  wherever  found  of  value. 
Tlie  appraisers  in  analyzing  assessments  ascertained  the  general  ratio  of  the 
assessments  to  the  actual  or  market  value  of  the  land,  and  in  arriving  at 
tlieir  unit  values  were  only  influenced  by  the  informaticm  gathered  from 
assessments  in  proportion  to  tiieir  value  as  ascertained  by  anadysis.  These 
assessments  varied,  and  the  appraisers  are  of  the  opinion  that  in  most  in- 
stances the  lack  of  uniformity  and  of  the  assessors'  recognition  of  actual 
values  in  making  assessments  resulted,  in  «the  assessments  being  of  little  aid, 
except  in  a  few  cases. 

'Opinions  were  obtained  from  naen  whom  the  appraisers  considered  to  be 
ihe  best  qualified  by  experience  in  buying  and  selling,  or  by  knowledge  of 
actual  sales  and  by  general  Imowledge  of  real  estate  conditions  and  values. 
In  the  instances  where  lands  were  valuable  because  of  certain  local  condi- 
tions* or  because  of  special  adaptation  to  agricultural  or  other  development, 
opinions  were  obtained  from  persons  'especially  familiar  with  the  natural  and 
general  use  and  development  of  the  properties  under  consideration.  Expres- 
sions of  opinion  from  these  men  were  obtained  as  to  unit  values  per  square 
/foot,  or  per  acre,  or,  where  the  vahies  expressed  covered  entire  lo^  or 
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farms,  the  appraisers  either  reported  the  value  of  such  or  re^uce^i  the  satt\e 
to  units.  '  , 

"The  territory  was  diiM^  hito  xraes  of  value,  and  U8<ia^^:*tws  wen 
numbered  consecutively  for  each  county  m  a  vataatini^  section,  bei;»iifeg  „ 
No.  1.  Street  and  highway  crosnngs  were  xoned  sei^te^r  by  the  ^PP^^ 
and  .these  zones  were  pven  the  same  numbers  as  the  zones  crossed  by  the 
streets  or  highways,  or  the  zones  nearest  the  struts  or  higaivaxsip  .7^.^ 
highwav  zones  are  identified  by  the  suffix  "X". 

-  "The' same  rule  is  applied  to  navigable  waterways  ^nd  streams*  and- .pio^ 
suffix  "Vv "  is  used.  The  zones  of  land  used  for  purposes  cAcr  than  ^0!^ 
of  a  c<nnmon  carrier  bear  the  same  number  as  thcadjcnnittg  w  nearest 
rier  ^one,  followed  by  the  letters  **A",  •*B\-'Hr,  etc^  accoii^  to  thiEt  «iai^ 
her  of  such  parcels  in  each  zone.  ,    j.     •  a 

"The  present  market  value  per  acre  or  square  toot  of  adjommg  or  ad- 
jacent similar  naked  lands  was  ascertained  and  applied  to  the  zones  of  the 
carrier's  lands.  As  a  general  rule,  c-ity  property  is  Expressed  in^  square  fo^ 
units,  and  country  right  of  way  in  per  acre  uniti.  The  uif^s  of  ^ra^  iw« 
detemuned  by  the  appraisers  and  were  ^abced  ttpon^idie  mm  »  eao^Miie  aii&' 
recorded  in  the  field  forms,"  r  ^  ^  j  u 

It  will  be  noticed  that  the  present  vaiiie  of  lands  reported  by 

the  Land  Section  includes  no  allowanced  lor  expenditures  for  cost 
of  acquisition,  incidental  or  severance  damages  for  the  ta^fiiyir  or 
becatise  the"  property  is  taken  for  raiboad  purposes  and'  is  a  con- 
nected whole.  No  overhead  expenses  are  buih  ttp  on  land  values  at 
any  staj^e  of  the  reproduction  cost  estimate.  The  original  CQ|tf 
statements,  include  such  overheads,  damages,  etc,  as  were  ^d:«lid . 
are  shown  of  record.  ^ 

Land  Ci^ipications  BMn^m. 
The  lands  so  valu^  are  classified  as  follo«^; 

Class    1— Lands  Owned,  and  Used  tqr  OwJjer  ior  its  I^ufpos^  a».a 

Common  Carrier. 
Class    2— Lands  used  by  the  Carrier,  for  its  Fufposesas  Socti*  but 

Owned  by  some  other  party : 

Class  2-1— Owned  or  leased  by  other  coiAnitm  earners. 
Class  2-2— oWned  by  (NHrties  ofiier  tibaa  coattnon  car* 
tiers. 

Class  3— Lands  owned  or  leased  by  carrier^  but  used  exdsuuydy 

by  another  carrier,  or  other  carriers,  iow  coatmoa  d^- 

rier  purposes: 
Class  3-1 — Lands  owned. 
Class  3-2 — Lands  leased. 
Class  A — Xon-carrier  lands  owned,  including  valtie  of  improve^^ 

ments  owned  b^  carriefs. 

Lands  acquired  through  aids,  gifts,  grants  of  right  of:  way,  or 
donations  are  included  in  the  totals  of  each  of  ■  the-several  classes 
above  named;  but  the  amount  of  such  lands, and  the  value  thereof 
are  separately  stated.  Excluded  from  each  of  the  foregoing  cfesses 
of  property  other  than  Class  2-2,  are  fomier  streets,  alleys  and 
highways  used  exclusively  by  the  carrier;  stre^tb,  alleys,  and  ht^h- 
ways  tised  jointly  by  the  carrier  and. the  public;  ati^  certain  bodies 


of  water  crossed,  and  certain  saUfoad  crofs^li^.  These  items  arc 
enumerated  in  the  report. 

Some  sharp  questions  have  arisen  as  to  property  classified  as  used 
for  purposes  other  than  those  of  a  carrier,  as  certain  roads  have 
made  sweeping  claims  that  none  of  their  lands  were  held  for  pur- 
poses other  than  those  of  a  common  carrier.  Again^  c|uestion?>  have 
arisen  as  to  the  inclusion  of  property  used  jointly.  Certain  carriers 
have  urged  that  each  "joint  user  shall  receive  the  full  benefit  of  its 
occupancy — a  proposal  which  involves  an  unwarrantable  duplica- 
tion of  values.  Other  carriers  have  made  claims  for  the  inclusion 
of  the  values  of  the  area  in  public  highways  lonsritudinally  oc-cupied 
by  them,  or  allowances  for  the  value  of  such  rights. 

If  it  be  assumed  that  the  present  value  of  adjacent  similar  land 
I  is  the  present  value  contemplated  by  the  Act  to  be  ascertained  and 
*  reported,  the  Committee  has  no  fault  to  find  with  the  general  plan 
pursued  by^  the  Division,  It  is  realized  that  after  all,  nothing,  is 
more  uncertain  than  opinion  evidence  as  to  land  values;  that  every- 
thing depends  upon  the  industry,  competency,  and  honesty  of  the 
individual  land  appraiser.  Suggestions  have  been  made  by  carriers, 
that  no  figures  be  arrived  at  by  the  field  appraisers  \intil  hearings 
.have  been  had,  or  that  the  Division  of  Valuation  abdicate  its 
statutory  furtction  and  arbitrate  the  land  valueai  with  the  carriers. 
Naturally  the  Committee  opposed  both  sug^estion^.  The  state  cpm- 
missions  can  be  of  the  utmost  service  in  connection  with  this  very 
wicertaun  qifestion  of  land  ^valw^s^  because  of  their  familarity  with 
tooU  conditions,  their  greneral  knowledge  of  the  subject,  and  their 
superior  facilities  ior  obtaining  the  facts  as  to  the  values  Of  similar 
h^ds  located  in  thdr  own  jurisdictions.  Even  the  a>mmissi<»is 
which -have  ho  engineering  staff  and  those  wlttdi  rliave  done  no 
iqppiaisal  wotk  can  co-operate  witih  the  Int«^tite'^|i^bi^  and 
render  valuably  service  m  this  pafticidar. 

.While  the  carriers  have  not  accepted  the  baiisis  of  the  Division 
of  Valuiation,  and  the  claims  of  the  carfier  made  after  diecking  the 
praisals  by  following  substantially  the  same  methods,  and  state 
results  which  differ  so  widely  from  those  found  by  the  Division  that 
they  are  startling.  For  instance:  In  the  case  of  the  Norfolk 
Southern,  the  results  announced*  by  the  Land  Section  of  the  Division 
of  Valuation,  and  the  claims  of  the  carrier,  made  after  checking,  the 
government's  experts'  figures,  may  thus  be  contrasted  : 

Commission's 


Land  Section's 
figures 

•CarriBr's 

Claims 

Acres 

Present  value 

Acres 

Present  value 

Class  1 
Class  2 
Class  4 

9280.172 
2338.943 
2264442 

$1,990,844.28 
•  588,899:93 
440,970.66 

10,100.687 
2,456.753 
2,775.445 

.$4,111.30984 
1,38844202 
572.S2S42 

Total  acres  13883^  15.^885' 

Total  value  $^k(W14^7  ^72^7 JS 
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This  discrepancy  is  l^ical.  In  the  case  of  Kansas  City  Southern, 
the  carrier  claims  to  have  followed  the  precise  in^ods  emplbyed 
by  the  Division  of  Valuation,  and  very  largely  to  have  gone  to  the 
same  sources  of  information,  and  has  built  up  a  daim  lof  present 
value  of  lands  approximately  three  times  tii<4  reported  by.  the 
Xrand  Section  of  the  Division. 

It  requires  little  reflection  to  show  the  importaijpe  of  a  proper, 
determination  of  this  value.  One  railroad  president' is  quoted  as 
saying  that  On  bis  systeAi  a  difference  of  one  centra  yard  on  tfaifc 
upit  price  of  grading  means  fifly  million  dollars.  Bnormous  as 
are  the  sums  invdved  in  differences  of  opinion  as  to  unit  prices  on. 
the  physical  elements  of  the  railroad  system  other  than  land,  when 
tlif;  ditferences  as  to  land  values  of  the  charater  stated  are  projected 
over  the  whole  country,  contests  as  to  a  few  cents  on  a  linit  price 
of  ties  or  grading  becomes  merely  the  haggling  over  a  pickayune. 

The  function  of  the  state  commissions  is  plain.  The  figures 
placed  on  land  values  by  the  Division  of  Valuation  are,  wholly  or 
partly,  either  too  high,  too  low,  or  neither  too  high  nor  too  low- 
The  state  commissions  can  .with  reasonable  readiness  determine 
which  is  the  case.  If  too  low,  the  carriers  may  be  depended  upon 
to  develop  the  fact.  If  too  high,  the  state  commissions  should  show 
that  they  are  excessive.  If  correct,  the  state  conlmissions  should 
lend  their  support  to  the  figures  of  the  Divisicai  oi  Vaiuatioa  ^ 
against  any  extreme  claims  of  the  carriers. 

Difiicult  questions  are  certain  to  arise,  important  in  their  effect, 
which  have  not  been  indicated  in  the  above  statement  The 
valuation  of  land  when  no  other  similar  land  exists  in  Ifae  neighbor- 
hood, the  appraisal  of  filled  or  overflovtred  lands,  accretions^  riparian 
and  water  rights,  subsurface  easements,  mineral  rghts,  suggest  in^ 
teresting  probHms  the  solutions  of  which  are  still  indd&nite. 

Ams,  Gmi^  Gkants  op  Right,  of  Way,  amd  0okai»»i8. 

Among  the  fdcts  which  the  Commission  must  ascertain  and  re- 
port and  which  the  states  believe  to  be  of  great  importance,  are  the 
amount  and  value  of  any  aid,  gift,  grant  of  right  way,  or  donation 
ma<ie  to  any  common  carrier  or  to  any  previous  corporation  operat- 
ing its  property,  by  the  United  States  pr  by  any  state,  county,  or 
munic^al  government,  or  by  individuals,  associations,  or  corpora- 
tions. Similarly  the  Commission  is  required  to  ascertain  and  re- 
port the  grants  of  land  by  the  United  States,  or  by  any  state,  county, 
or  municipal  government,  the  sum  derived  from  the  sale  of  any 
portion,  and  the  value  of  the  unsold  portion  when  acquired  and 
now.  If  any  concession  of  allowance  was  made  to  the  United  States, 
or  to  any  state,  county,  or  municipal  government  in  consideration 
of  such  aid,  gift,  ^rant  or  donatio?,  the  amount  and  value  thereof  is 
to  be  reported.  * 

By  Valuation  Order  No,  16,  entered  March  IS,  1915,  the  Com- 
mfssioo  requires  (ronmian  c^rrii^s,  whose  proper^  is  being  Valued. 
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to  report  the  details  of  ^iich  aids,  gifts,  grants  and  donations.. 
Parenthetically,  the  returns  of  tllis  schedule  have  generally  not 
f>een  disconcertingly  full  or  prompt. 

The  Division  df  Valuation  has  twice  asked  the  state  commissian^ 
as  to  what  assistance  they  can  give  in  securing  the  data  as  to 
aids,  gifts,  grants,  etc.,  called  for  by  the  Valuation  *Act ;  and  for 
suggestions  for  independent  inquiries  by  the  Valuation  Division. 
It  is  apparent  that  the  local  authorities  are  in  a  position  to  see  that 
the  federal  commission  receives  the  full  information  which  is  heces-: 
sary  to  permit  it  to  make  the  return  required  by  the  Act  of  Con- 
gress. In  fact,  the  state  commissions  in  this  regard  would  seem- 
to  be  more  advantageously  situated  than  the  federal  government. . 
Several  commissions  already  have  this  data  in  their  files;  others 
ran  secure  it  by  a  search  through  state  or  local  archives,  or  at  least 
can  put  the  Division  of  Valuation  in  touch  with  the  proper  local 
officers  from  w^om  the  full  and  acurate  information  «can  be  ob- 
tained. 

It  is  a  matter  of  common  understanding  among  state  commissions 
that  in  many  cases,  and  almost  universally  in  certain  sections,  the 
value  of  the  aids,  gifts,  grants  and  donations  equalled  or  exceeded 
the  cost  of  the  earlier  constructed  railroads.  The  importance  of  a  full 
return  as  to  these  items  is  atftsted  by  the  insistence  with  which  the 
state  ccAmmsstons  have  alin^  mgpd  that  they  shoiski  be  investi- 
gated and  reported. 

Hie  difficulties  which  ocist  in  many  cases  in  determinii^^  the 
value  of  these  aids,  gifts,  grants,  and  donations  as  of  the  time  of 
acquisition  is  recognized  by  the  Comimttee.  It  is  easier  to  deteraune 
now  the  present  valm  witii  fair  accuracy  than  the  v^hie  twenty  to 
.ift^  years  ago.  On  the  other  hand,  the  margin  of  possible  error  in 
estimation  is  smaller  when  the  values  were  inconsiderable.  The 
importance  of  the  item  as  one  of  practical  utility  in  a  valuation  for 
rate  purposes  warrants  a  demand  that  nothing  short  of  an  unsur- 
mountable  abstacle  be  permitted  to  block  the  Commission  from  mak- 
ing the  findings  in  this  regard  which  Congress  has  directed.  Evidence 
of  that  character  and  degree  of  finality  Which  we  would  prefer  I's 
not  always  to  be  had;  but  when  evidence  of  such  character  is 
absent,  the  best  evidence  of  which  the  case  in  its  nature  is  susceptible 
must  suffice,  and  ordinarily  does  permit  the  miftd  to  find  a  {act. to  a 
moral  certainty  in  matters  of  even  the  gravest  concern 

The  me^ods  pursued  by  the  Division  of  Valuati<Hi  in  the  estima- 
tion of  the  cost  of  reproduction  new  of  the  various  properties  owneci 
and  used  for  common  carrier  purposes  are  in  the  main  the  same 
which  have  been  ernployed  by  various  state  commissions^  and  pre- 
sent no  points  of  difference  which  call  for  extended  comment.  As 
a  preliminary,  the  oarrieris  required  to  furnish  the  Commission  with 
complete  niaps  and  schedules  of  its  real  propetXy,  equipment^ 
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chinery  and  the  like.  Then  a  survey  is  made  by  the  government 
tugioeerSy  generally  in  company  with  a  ^lot  or  representative  of  the 
carrier,  ^pies  of  the  field  notes  are  furnished  the  carrier  and  a 
time  fixed  for  the  objection  on  account  ^  errors.  In  the  case  of 
certain  large  terminal  properties  the  process  is  reversed,  and  the 
Harrier's  iorces  niake  the  survey,  in  company  with  representatives  of 
^e  Coniinissi<m,  and  furnish  the  jg^ovennent's  party  wi^  ^pies 
of  the  not«5.  From  the  field  notes  so  prepared  computations  of 
quantities  are  prepared,  and  checked  by  the  carrier  at  the  time.  The 
application  of  prices  to  the  units  thus  computed  is  done  by  tiie 
government's  engineers  at  the  District  office,  independoitly  from 
the  ca.rrier. 

The  Inventqry. 

Until  the  present  time  the  differences  between  the  carriers  and 
the  government  as  to  unit  quantities  have  been  within  the  allowable 
limits  of  error.  However,  no  state  commission  has  yet  completed 
a  detailed  verification  of  quantities,  and  this  desirable  check  is 
absent.  Certaiifof  the  state  commissions  have  undertaken  to  check 
the  inventories  within  their  jurisdicti^s  in  their- entirety ;  other 
commissions  are  verifying  particular  valuation  sections  by  making 
precise  surveys ;  amd  others  will  give  feach  inventory  as  careful  a 
cl^eck  as  inspection  of  the  line,  ^caminatfon  of  available  office  data, 
and  a  knowledge  of  construction  conditions,  will  permit,  short  of 
actual  resurvey* 

In  connection  with  the  ascertainment  of  quantities  in  the  field, 
this  Committee  has  urged,  and  now  repeats  its  recommendation, 
that  whenever  possiUe,  the  state  conmiis^om  accompany  the  field 
parties  of  tiie  goverUnent  with  competent  engineers  in  the  employ 
of  ti»  state,  to  the  end  that  there  may  be  no  eventual  possible 
suspicion  of  inaccuracy  in  this  fundamental  part  of  the  work,  and 
that  the  results  obtained  may  be  accepted  by  the  states  as  accurate 
enough  for  all  their  own  purposes.  This  recommendation  involves 
no  thought  of  lack  of  confidence  in  the  skill  and  inte.!s:rity  of  the 
representatives  of  the  government  in  the  field;  and  the  sugg^estion 
made  has  the  hearty  approval  of  the  Commission  itself,  and  of  all 
the  responsible  officials  of  the  Division  of  V^aluation.  If  the  federal 
appraisal  is  to  be  of  the  utmost  benefit  to  the  states,  it  must  he  so 
made  that  when  completed  the  state  commissions  can  say  to  their 
constituents  that  as  far  as  the  inventory  was  concerned,  they  kn<^\\ 
it  is  right,  because  they  followed  it  as  it  was  made  and  are  satisfied 
as  to  its  accuracy.  A  state  commission  which  omits  the  opportunity 
to  follow  the  field  work  of  the  government  as  it  progresses  will 
doubtless  find  it  has  the  burden  to  bear  if  it  afterwards  complains 
oi  irregularities  and  inacuracies  wbich  timely  observation  and  com- 
plaint would  have  corrected. 

As  the  Committee  has  already  advised  the  state  commissions, 
oDportumties  lor  tiie  istates  to  observe  the  field  work  are  already 
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provided.  By  manprandtim  No.  138,  November  30,  1914,  the  Di- 
rector Qotij^ed  his  Eajgfineering  &oard  that  the  Commission  had 
approved  instructions  that  the  state  commissions  might  be  per* 
mitted  to  have  engineers  accompany  surveying  parties,  tikk  copi^ 
of  the  field  work,  etc.,,  as  the  work  progresses,  provided  it  did  uot 
etttbarrass  or  ^dd  to  the  expensic  of  the  government's  w6rle.  Mem- 
orandum No.  149  directs  the  various  Engineering  Sections  to  notify 
the  state  commissions  whenever  work  is  begun  upon  a  railroad  in 
that  state:  and  that  the  stat^  commissions  shall  have  whatever 
reasonable  access  to  the  worlT,  both  in  the  field  and  in  the  office, 
can  be  given  without  impeding  the  work  itself. 

In  order  that  results  obtained  by  the  federal  government's  and 
the  state's  engineers  may  be  comparable,  the  instructions  laid  down 
by  the  Commission  for  the  guidance  of  its  field  forces  should  be 
kept  in  mind.  Copies  of  these  have  been  transmitted  by  the  Com- 
mission to  the  state  commissions. 

"There  are  differences  between  the  practices  of  the  government's 
forces  and  the  claims  of  the  carriers  in  certain  respects  as  to  unit 
quantities  which,  while  enormous  in  the  aggregate,  are  over- 
shadowed in  the  imoortance  of  their  results  by  other  contested, 
issues.  The  cumulation  ot  aggregated  items  of  this  description, 
however,  writh  the  addition  of  overheads  which  accompany  them, 
and  overheads  built  upon  overheads,  reaches  a  staggering  height, 
and  it  is  necessary  their  propriety  be  demonstrated.  Reference  is 
made  to  hidden  quantities,  allowances  for  subsidence,  for  shrink- 
age in  grading  and  ballast  (all  of  which  have  been  generally  agreed 
upon  between  the  carrier  and  the  government),  to  claims  for  adapta- 
tion and  solidification  resulting  from  the  lapse  oi  time  and  forces  o£ 
.nature,  bank  protection  due  to  natural  vegetation,  and  to  claims 
for  contingencies  and  inventory  Emissions,  which  have  so  far  re- 
cdved  Iktle  favcnable  cmisiderttton  itom  tlte  Divtsioii  of  Valiiation. 

CoNSVRUCnoK  Peooum. 

In  early  conferences  between  the  Cottiitlission's  officers,  repr 
resentatives  of  the  carriers  and  of  the  states,  the  suggestion  was 
thrown  otA  by  the  railroads  that  the  government  and  the  carriers 
agree  in  each  case  upon  a  program  to  be  assumed  as  a  basis  for  the 
hypothetical  reconstruction  of  the  property.  This  suggestion  was 
opposed  by  the  states.  The  government  forces  have  used  their  own 
discretion  in  mapping  out  a  program  assumed  for  the  purpose  of 
determining  their  reconstruction  conditions,  and  in  every  instance 
so  far  the  carriers  have  found  fault  with  the  assumption.  The 
program  assumed  is  of  importance  with  respect  to  the  items  of 
interest  and  taxes  during  construction.  It  ib  a  factor  in  the  de- 
termination of  the  material,  labor  and  transportation  costs,  and 
bears  upon  the  estimate  of  a  balance  of  earnings  and  expenses 
from  operation  during  construction.  It  has  been  the  announced  in- 
tention of  the  Division  of  Valuation  to  assume  the  shortest  period 
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which  is  consistent  with  economical  construction,  which  ordinarily 
IS  short  enough  that  any  credit  balance  from  operation  during  the 
construction  period  will  be  absent  or  negligible. 

Because  of  their  knowledge  of  local  conditions  and  construction 
practices  and  facilities,  the  engineering  forces  of  the  state  com- 
missions  shotild  be  peculiarly  w|ell  qualified  to  test  the  tenabilitv 
Of  the  assumptions  made  by  the  Commission  as  to  a  reconstruction 
program.  Such  construcUOn  history  as  is  available— both  wftth 
respect  to  the  particular  carrier  and  other  lines— should  be  studied 
mA  the  results      made  accessible  to  th^  government  forces. 

The  unit  prices  applied  to  the  inventory  quantities  by  the  En- 
geering  Section  of  tae'  Division  of  Valuation  have  been  assailed 
violently  all  along  the  line  by  the  carriers.  On  the  other  part, 
certam  state,  commissions  interested  in  appraisals  submitted  for 
examination  have  taken  excepton  to  some  unit  prices  as  being- 
manifestly  excessive.  Various  claims  for  extras,  etc.,  are  in  dis'- 
pute.  Some  items,  such  as  assessments  for  public  improvements, 
have  been  disallowed  in  toto  by  the  Commissioner's  engineer,  while 
contended  for  by  the  carriers. 

Apparently  the  Commission  has  spared  no  pains  to  secure  ade- 
quate niformation  upon  which  to  base  its  unit  prices.  By  a  series 
of  orders  it  has  directed  the  carriers  to  file  with  it  returns  show- 
mg  important  purchases,  construction,  etc.,  in  detail  which  will 
permit  proper  analysis.  A  list  of  these  valuation  orders  and  of 
the  schedules  called  for  is  set  out  in  an  appendix  to  this  report 
The  returns  to  this  series  of  orders  are  kept  under  the  direction 
of  the  Division's  Central  Cost  Bureau,  at  its  general  offices  in 
Washington.  A  huge  amount  of  other  cost  information  has  been 
collated  from  construction  records,  manufacturers'  catalogues  and 
discount  sheets.  The  Central  Cost  Bureau  is  constantly  making 
exhaustive  studies  for  the  general  assistance  of  the  District  forces. 
Each  District  collates,  independently  of  the  Central  Cost  Bureau, 
cost  information  from  the  records  of  railroads  under  examina- 
tion and  others  located  in  the  same  territtwy.  In  some  cases  llie 
District  engineers  have  made  use  of  the  cost  data  collected  by 
the  state  commissions.  .  The  Accounting  Section's  work  is  co- 
ordinated with  that  of  the  Engineering  Section  in  this  regard. 
As  might  be  expected,  the  facilities  of  the  federal  government  for 
obtaining  information  of  this  character  in  a  nation-wide  survey 
are  unexamined,  and  have  been  taken  advantage  of. 

The  independence  of  the  Engineering  Districts  in  determinmg 
prices  has  resulted  in  widely  divergent  methods  of  stating  in- 
ventory quantities  and  unit  prices,  and  inconsistencies  and  incon- 
gruities have  appeared,  when  the  work  of  one  District  is  checked 
as  against  another.  The  desirability  of  a  standardization  of 
methods  of  stating  the  quantities  and  applying  unit  prices  is  ap- 
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parent  to  this  Committee,  at  least,  and  doubtless  sfaiidardiratk»i 
will  i^row  m&L  tbe  progress  of  the  woric. 

this  valuable  information  ought  to  be,  and  doubtless  dm  bei. 
made  of  assistance  to  the  interested  states;  not  oidy  in  ccmnection 
with  appraisals  of  railroad  properties,  but  in  connection  with  the 
appraisal*  of  public  utility  pr9perties  generally*  The  catalogue  oC 
articles  which  enter  into  the  railroad  systems  of  the  country,  and 
as  to  which  information  has  been  gathered  and  collated  by  the. 
Division,  is  so  comprehensive  that  scarcely  any  ar^te  used  by  a 
public  utility  of  whatsoever  description  is  omitted.  One  of  the 
functions  of  this  Committee  is  to  assist  members  of  this  Associa-^ 
tion  to  take  advantage  of  opportunities  of  this  character^,  so  far 
as  the  Division  of  Valuation  may  find  it  consistent  with  the  public 
interest  and  the  means  of  the  Committee  enable  it  to  honor  specific 
requests  for  such  service. 

A  number  of  state  commissions  have  either  requested  or  di-- 
rected  the  carriers  (telegraph  and  telephone  companies  included) 
within  their  jurisdictions^  to  file  with  them  copies  of  all  maps, 
profiles  and  schedules  filed  wth  the  Interstate  Commerce  Com- 
mission pursuant  to  the  various  valuation  orders  of  that  body. 
Such  state  commissions  have  thereby  acquired  a  large  amount  of 
live  and  useful  cost  data  at  an  expenditure  of  time  and  money, 
kept  at  a  minimum  both  for  the  carriers  and  the  commissimiers. 

The  unit  price  embraces  three  elements:  materiaU  labor  and 
transportation.  In  the  opinion  of  the  Committee,  all  concern?;! 
have  taken  for  granted  in  the  past  with  respect  to  the  transporta;- 
tion  factor  in  unit  costs  ;  and- further  study  is  indicated  before 
past  assumptions  should  be  perpetuated  in  the  findings  present-, 
ly  to  be  made.  The  Committee  has  this  subject  under  consid- 
eratoh  for  the  purpose  of  submitting  its  yieyrs  as  to  such  a  study 
at  the  proper  tinie 

EN<^NS«aiNG. 

The  practice  of  the  members  of  the  Engineering  Board  m  the 
various  districts  has  differed  as  to  the  estimation  of  engineering 
as  a  part  of  the  reproduction  cost  estimate.  A  uniform  method 
of  statement  has  been  adopted  whereby  the  estimate  is  stated  irr 
a  percentasje  of  the  various  Road  Accounts,  excluding  Engineer- 
ing itself,  Land,  Assessments  for  Public  Improvements,  Revenue:? 
and  Operating  Expenses  during  Construction,  Cost  of  Road  Pur- 
chased, Reconstruction  of  Road  Purchased,  and  Unapplied  Con- 
struction Material  and  Supplies.  No  engineering  has  been  esti- 
mated on  ecjuipment  accounts,  other  than  may  be  carrie<I  in  the 
unit  price  applied. 

The  carriers  have  made  a  general  claim  that  the  minimum  en- 
gineerine  estimate  should  be  5%  of  the  accounts  named,  and  in 
no  case  less  than  $750  per  mile.  Certain  railroads  have  broadened 
the  claim  by  asking  that  land  shall  be  included  in  the  Road  Ac- 
counts on  which  the  percentage  is  based. 
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The  state  commissions  should  be  in  position  to  supply  con- 
siderable valuable  information  upon  this  item,  often  in  respect 
to .  the  particular  road  under  investigation,  and  generally  as  to 
other  roads  of  similar  character  and  ^construction  characteristics 
in  the  same  territory. 

While  the  carriers  are  making  the  claims  which  have  been 
"noted,  a  number  of  the  state  commissions  are  prepared  to  contro- 
vert any  allowance  for  engineering  for  purposes  of  reconnaisance 
and  location;  because  the  hypothesis  of  the  obliteration  of  the 
present  rail  line,  while  leaving  the  adjacent  geographical  con- 
ditions intact,  automatically  amounts  to  a  line  location,  so  that  no 
preliminary  reconnaisance  or  location  survey  will  be  necessary. 
The  claim  of  the  carriers  for  an  allowance  of  5%  at  least,  with 
a  minimum  of  $750  per  mile,  is  evidently  excessive  in  many 
cases;  and  should  receive  the  careful  attention  of  state  j:ommis<- 
sions  in  territoiy  where  construction  is  reasonably  light. 

As  might  be  expected,  there  are  some  sharp  differences  bet- 
ween the  claims  of  the  carriers  and  the  allowances  made  by  the 
Engineering  Section  of  the  Division  of  Valuation.  The  large 
tUfference  in  Interest,  and  in  Taxes  during  Construction  growing 
out  of  the  varying  construction  programs  assumed  have  already 
beeiV  mentioned-  ^  On  the  other  hand,  cettain  items,  such  as  Taxes 
during  Construction,  and  Organization  Expenses,  arc  r^rded  by 
the  Committee  as  very  questicmable  in  the  shape  in'  which  they 
have  been  included  in  the  repoits  so  far  submitted  for  examination. 
The  proposal  to  base  overhead  e3q>enditures  upon  land  values,  as 
wdl  as  upon  the  other  road  acounts  and  equipment  expenditures, 
will  be  opposed  as  n^tived  by  tbe  decision  in  the  Minnesota 
Rate  Cases. 

DfiDUCTiON  o¥  D;^PR«ciATiON  Feom.IUproduction  Cost. 

Although  the  ascertainment  of  the  cost  of  reproduction  less 
depreciation  is  required  by  the  plain  terms  of  the  Valuation  Amend- 
ment, the  carriers  have  at  all  times  contended  that  as  long 
as  the  property  is  maintained  out  of  operating  expenses  at  a  stan- 
dard which  permits  it  to  ^ve  unimpaired  service,  no  depreciation 
exists  which  can  be  taken  into  account  as  a  deduction  from  repro- 
duction cost.  The  Committee  has  taken  the  position  that  the 
words  "cost  of  reproduction  less  depreciation'*  were  deliberately 
employed  in  the  Act  by  Congress  in  the  accepted  meaning  and  sig- 
nification recognized  at  the  time  by  courts  and  commissiotis,  and. 
that  they  require  a  consideration  of  the  units  of  tbe  pn^erty 
arately,  and  not  merely  as  a  combined  whole. 

The  Engineering  Board  of  the  Division  of  Valuation  has  stated 
the  principles  it  believes  to  be  applicable  in  its  memorandum  to 
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the  Director,  No,  226.  A  copy  of  this  memorandum  has  l.ten 
furnished  by  the  Committee  to  each  state  commission,  and  the 
principles  involved  and  detailed  instructions  for  their  application 
need  not  be  repeated.  The  state  commissions  find  themselves 
generally  in  substantial  accord  with  the  principles  set  out  in 
the  Memorandum ;  but  reserve  the  right  to  suggest  deviations  in 
detailed  application  when  the  facts  in  particular  cases  jfeqiiirt 
such  course  in  the  interest  of  accuracy. 

Neither  the  states  nor  the  carriers  should  have  any  real  motive 
for  unduly  teiigthening- or  shortening  the  lives  of  structures  used 
as  a  basis'  for  the  depreciation  computations^  li  too  long  a  life 
is  taken,. .the  cost  of  reproduction  less  depreciation  is  increased,  and 
if  a  return  is  based  thereon,  the  return  is  increased  over  what  it 
would  be  if  a  shorter  life  were  taken  and  the  cost  of  reproduction 
less  depreciation  was  thereby  made  a  smaller  sum.  On  the  other* 
hand,  the  longer  the  life,  the  smaller  the  credit  permitted  as  an 
operating  charge  for  a  replacement  or  depreciation  zm^ity,  and 
vice  versa.  A  long  life  will  mean  a,"  high  reprodiiction  cost  i€»s 
depreciation,  a  higher  permissable_rate  of  return,  a*d  a  lesser 
amount  which  the  carrier  must  lay  aside  before  having  a  surplus 
out  of  which  dividends  can  be  met-  The  importance  of  a  ^proper 
balance  in  the  determination  calls  for  the  exercise  of  a  sound 
judgment  based  upon  an  exhaustive  study  of  the  facjts — a  study 
which  the  federal  government  has  apparently  foreseen  is  neces- 
sary and  has  therefore  made. 

Other  Vai^ues,  and  Elements  op  Value. 

Thus  far  the  report  has  had  to  do  with  costs  which  inhere  in 
physical  property.  The  Valuation  /vmendnient/  evidencin^^  the 
desire  of  Congress  that  all  of  the  facts  which  under  any  theory 
may  be  pertinent  shall  be  assembled  and  perpetuated,  requires 
the  Commission  to 

"Ascertain  and  report  separately  other  values,  and  elements  of  valt*e,'  if  any, 
of  the  property  of  such  common  carrier,  and  an  analysis  of  the  methods  of 
valuation  employed  and  of  the  reascms  for  any  .ditferences  between  any  sudi 
values,  md  eadi  of  tke  foregoing  cost  values/' 

Up  to  the  present  time  the  railroads  appraised  have  been  among 
the  .weaker  lines,  as  to  which  it  would  tax  the  ingenuity  to  find 
any  other  value  or  element  of  value  than  those  inhering  in  the 
physical  property,  and  as  to.  those  lines  the  tentative  valuations 
^rved  by  the  Commission  report  that  no  evidence  has  been  sub* 
knitted  as  to  any  such  values.  These  tentative  valuations  have  not 
progressed  to  the  stage  where  the  parties  have  been  heard  formaUv, 
and  therefore  the  issues  are  still  indefinite. 

The  carriers  have  made  a  general  claim  that  the  appraisal  is 
to  be  made  along  the  same  principles  as  if  the  property  w.ere  be- 
ing condemned,  and  therefore  other  values  attach,  either  to  specific 
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pieces  of  property  or  units,  or  parts  of  the  property,  or  to  the 
property  as  a  whole.  These  latter  values  arc  defined  by  them 
substantially  as  follows: 

Value  of  unity  of  use  and  connected  operation:  in  that  the  separ- 
ate articles  of  physical  property  constituting  the  railroad  are  joined 
together  m  a  unity  of  use. 

Going  concern  Value:  because  «fce  plant  Is  in  operation  and  has 

an  estabhsbed  business  in  active  an^ -successful  operation  earning 
revenue.  ** 

Location  value—traffic:  representing  the  earning  caoacitv  of 
the  property  due  to  its  favorable  location  with  reference  to  com- 
mand of  traffic,  including  the  existence  of  all  the  traffic  producing 
industries  located  along  the  line  of  the  carrier,  the  advantages  of 
the  miroad  of  connections  with  other  carriers,  the  potential  traf- 
lic  m  Its  tributary  territory  ^nd  all  other  features  bearing  upon 
its_  present  and  prospective  traffic  earning  capacity. 
^  Location  value  —  operation  :  resulting  from  economy  of  opera- 
tion due  to  gradient,  alignment  and  other  physical  characteristics, 
climatic  conditions,  adequacy  of  terminals,  equipment  and  other 
facilities,  fuel  supply,  efficiency  of  operative  organization,  and  all 
other  features  bearing  upon  the  cost  of  operation  and  maintenance. 

Franchise  value:  the  right  to  exist  and  to  operate 

Many  other  factors  are  suggested  as  undoubtedly  contributing 
to  the  productiveness  of  the  use  of  the  property  of  a  railrc^d,- 
and  which  in  due  course  the  Commission  will  be  asked  to  measure! 

One  of  the  railroads  under  examination  has  supplied  the  details 
which  permit  us  to  see  where  a  lively  imagination  will  lead,  start- 
ing from  the  premises  furnished  by  the  carriers'  committee.  In- 
cluding discounts  on  securities,  the  original  cost  of  the  railroad 
in  questign  was  stated  by  it  as  between  fifty-five  and  fifty-six  mil- 
lion dollars.  Its  '  other  values  and  elements  of  value"  claimed,  over 
and  above  physical  property,  are  almost  exactly  twice  the  original 
cost  of  the  physical  properties  and  the  discounts,  or  approximately 
$110,000,000.  Included  in  the  claim  as  ea>noraic  costs  or  other 
Values  are  such  items  as  the  expenses  of  prior  receiverships  and 
reorganization,  the  cost  of  securing  co-operation  of  the  security 
holders  antecedent  to  reorganization,  the  cost  of  abandoned  prop- 
erty long  since  written  off  out  of  the  earnings  or  as  against  sur- 
plus; the  capitalized  savings  in  expense  because  the  road  has  facil- 
ities and.  traffic  arrangements  for  the  interchange  of  cars  with  con- 
necting lines,  and  is  not.  obliged  to  break  bulk  dnd  transfer  from 
car  to  car  either  at  its  termitutls  or  at  state  lines.  The  usual  devel- 
opment costs  are  brought  up,  based  on  shortage  of  a  hypothetical 
fair  return  on  these  values,  with  compound  interest  on  such  short 
ages.  This  return  and  compound  interest  are  also  claimed  as  an 
element  of  value  upon  donations  made  by  the  public,  upon  better- 
ments to  the  road]^ed  resulting  from  natural  causes,  and  upon  the 
increment  in  the  vSdue  of  physical  property  which  is  due  to  ad- 
vancing prices  of  labor  and  materials  over  attual  cost 
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At  the  dat^  of  this  report  tentative  valuations  have  been  served 
by  the  Commission  in  a  few  cases  having  to  do  with  small  roads 

or  systems.  The  issues  have  not  been  made  up  by  the  filing  of 
protests,  and  no  hearings  have  been  had  before  the  Commission. 

The  Valuation  Amendment  does  not  require  that  the  tentative 
valuations  shall  be  served  upon  the  state  commissions;  but  at 
the  request  of  this  Committer  the  Interestate  Commerce  Com- 
mission has  provided  that  tentative  valuations  vvill  be  served  upon 
the  state  Commissions  as  well  as  the  respective  Governors  in  the 
affected  territory,  and  that  a  copy  will  be  delivered  to  the  Solicitor 
for  this  Committee.  No  rules  of  procedure  have  been  adopted  by 
the  Commission  at  the  present  time.  It  has  been  ruled  in  these  in- 
itial cases  that  the  thirty  days  for  the  filing  of  protests  will  begin 
to  run  frpm  a  future  date  nan>ed,  -which  normally  .will  be  after 
service  is  completed.  Time  is  short,  and  prompt  action  is  neces- 
sary after  the  state  commissions  receive  copies  of  the  tentative 
reports  if  objectionable  .features  are  to  be  discovered  and  protests 
filed  in  due  form  and  within  the  time  limited. 

The  form  in  which  the  first  tentative  valuations  appear  has 
been  made  clear  to  each  state  commission  by  the  Committee.  It 
is  important  that  as  far  as  possible  the  tentative  valuations  shall 
|>e  cast  into  such  form  that  their  findings  will  be  self-contained, 
and  may  be  nscd  as  a  starting  point  for  future  continuations  or 
supplementary  appraisals,  for  the  computation  of  depreciatipn  an- 
nuities, apportionments  of  value,  and  the  like. 

No  definite  information  is  at  hand  as  to  the  course  of  procedure' 
to  be  followed  upon  the  hearing  oi  protests  against  the  tentative 
vaUiuitions.  When  this  information  can  be  bad  in  authentic  form 
it  will  be  applied  tq  the  state  ccmimtsauotts, 

CmvOiUSiON. 

It  has  not  been  the  purpose  of  the  Committee  to  foreclose  the 
lib^y  of  action  of^any  state  commissioner  or  ccmimission  in  these 
valuation  proceedings.  Rather  has  the  Committee  attempted  to 
safeguard  public  interests  wttich  have  substantially  unanimous 
support  as  settled  policies,  and  to  shape  the  appnu^  a&  an  ad- 
ministrative matter  so  that  whatever  results  are  reached  by  th^ 
federal  authority  may  be  upon  principles  which  can  be  approved 
and  expressed  in  a  form  useful  to  the  states  in  dealing  with  their 
local  problems  as  well  as  their  interstate  rights. 

This  Committee's  work  at  the  best  can  only  supplement  that 
of  the  state  commissions,  each  of  which  must  bear  its  full  share 
of  the  responsibility,  and  upon  which  must  come  the  major  bur- 
den of  safeguarding  the  interests  of  the  citizens  of  the  respective 
states  before  the  federal  Commission.  What  this  Committee  can 
do  is  in  furtherance  of  the, work  of  the  individual  state  commis- 
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sions,  and  cannot  be  a  substitute  therefor*  This  Gonunittee's  sec^ 
Vice  can  be  and  should  4>e  eittended  more  than  its  present  means 
have  permitted. 

Enough  has  been  said  to  show  the  gravity  of  the  situation.  The 
.stakes  at  issue  are  beyond  human  comprehension.  Responsible 
officers  of  one  railroad  (now  in  the  hands  of  a  receiver)  have 
stated  that  the  results  of  the  appraisal  will  justify  a  valuation  of 
its  stock  double  its  par  amount  and  about  five  times  its  present 
market  value.  The  functions  of  the  state  commissions  in  the 
emergency  are  obvious. 

The  Committee  respecttully  submits  this  report  of  its  progress 
for  the  approval  of  the  Association. 

October  21,  1916.  . 

Charles  E.  Elmquist,  Chairman^ 
Joseph  I^.  Bristow, 

George  A.  Hens  haw, 
Edward  C.  Niles, 
Walter  A.  Shaw, 
Max  Theian, 

ClYUS  B.  AnCHISDK, 

Committee. 
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APPENDIX. 


References  to  Ijviportant  Valuation  Orders  op  the  Intersxaxsb 
Commerce  Commission,  Requiring  Informaxion  frCxm 

Common  C 

Valuation  Order  1  (the  so-called  "Map  Order"/),  modified  and  supplemented 
by  Valuation  Orders  5  and  6.  Provides  spc(  ifications  for  maps  and  pro- 
files of  railroad  lines,  whicli  govern  maps  and  profiles  filed  with  the  Com- 
mission. 

Valuation  Order  2,  as  modified  by  Order  10.  Requires  file  filing  oi  sdiedules 
of  abandoned  property,  showing  original 'cost,- date*  of  absmd'cMinieQl;  auid 

disposition  and  present  status  of  the  property. 
Valuation  Order  3.  Providing  th^t  records  shall  be  kept  and  reports  shall 
be  made  to  the  Commission  as  to  all  extensions,  improvements  or  othex 
changes  m  the  physical  property  of  every  common  carrier  after  June  30, 
1914,  classified  by  states,  and  diowing  in  detail  units  and  quintities  of  mate- 
rip.l  and  labor. 

Valuation  Order  4.  Requires  an ^  ajmlud' Wditoiy  o£  lii^tCerial  and  supi^^ 

to  be  made  and  kept. 
Valuation  Order  7    Requires  the  filing  of  schedules  of  land,  showing  original 
cost,  and  classifying  as  held  ior  carrier  purposes  or  purposes  other  than 
those  of  a  common  carrier.  > 
Valuation  Order  8.  Requiring  the  recfotditig  and  reporting  of  a  register  of 
equipment  (rolling  and  floating,-  Wdrk,  smd  shop  and  other  machinery), 
showing  original  co^t  to  date. 
Valuation  Order  11.   Requires  the  filing  of  inventories  of  corporate  fecoi^ 

documents  and  papers,  showing  location  and  custodian. 
Valuation  Order  12.   Schedules  of  industry  tracks  to  be  filed. 
Valuation  Order  13.  Requires  the  Jnaking  and  filing  of  schedules  and  inven- 
tories of  quantities,  units,  and  classes  or  kinds  of  property  in  roadway  or 
track,  bridges,  buildings  and  all  other  structures,  signals;  interlockers,  tele- 
graph and   telephone  lines,  electrical  apparatus,  and^aiiy  and  all  fixed 
physical  property  except  lands  and  equijpment,  which  aire  covered -by  Varia- 
tion Orders  7  and  8,  stipra. 
Valuation  Order  14.   Schedules  to  be  filed  showing  important  purchases  made 
and  net  prices  paid  by  steam  railroads  for  material  of  a  large  number  of 
enumerated  classes,  and  also  rates  of  compensation  for  labor. 
Valuation  Order  15.   Requires  schedules  pertaining  to  privileges  given. -asid  ' 

teases  made  by  steam  railroads. 
Valuation  Order  16.   Requires  schedules  of  all  aids,  gifts,  grants  and  dona- 
tions, and  other  data  called  for  in  paragraph  pf  Valuation  Act  marked 


Valuation  Order  17.  Schedules  required  for  telegraph  companies  ^omng  im- 
portant purchases  made  and  net  prices  paid  f material  of  a  lar^^  number ' 

of  classes  of  pronertv,  also  rates  of  compensation  paid  for  labor. 

Valuation  Order  18.  Similar  in  scope  to  Valuation  Order  17,  a^UcaUe  to 
Class  A  and  B  telephone  companies. 

Valuation  Order  19.  Requires  schedules  to  be  filed  by  steam  railroads  show- 
ing important  purchases  of  material,  net  prices  paid,  and  rates  of  compen- 
sation for  labor,  pertaining  to  telegraph  and  teleohone  property. 

Valuation  Order  20.  Requires  statements  showing  the  corporate  history  of  the 
comsum  carrier  appra^ed  and  its  predecessors,  and  the  chain  .qf  title. 
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